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EUROPEAN EXAMPLE FOR AMERICAN FARMERS. 

BY A. F. WEBEK. 



With the sadden and unexpected prosperity that has come 
to the agricultural interests of the United States in the last few 
months, there is a tendency in some quarters to forget the lessons 
of the presidential campaign of 1896. The farmer was crying 
for more money. Good crops and equally good prices have 
brought him more money ; ergo, the farmer's woes are now past 
history. Such a course of reasoning, which is very prevalent in 
the East at this writing, entirely overlooks the real grievance of 
the farmers of the South and West. However inadequately 
analyzed and expressed by the farmers themselves, their griev- 
ance is real and deep-seated, and it behooves the statesmen and 
economists of the country to find a remedy. The free silver 
panacea is being abandoned by many Western leaders, although 
it may reappear with altered conditions in the production of the 
two money metals. But in giving up the free coinage idea, 
leading Populists like ex-feenator Peffer have merely changed 
their allegiance to fiat paper money. They will not cease advo- 
cating some dangerous remedy like this, until they are provided, 
not with more money, but with adequate facilities of credit. The 
Hon. Hoke Smith, ex-Secretary of the Interior, expressed a sub- 
stantial truth when he said that " the people, especially in the 
rural districts, have a just grievance. It is due, in large part, to 
the narrowness of our national banking system. With the limita- 
tions now placed upon this system, no facilities are afforded to 
the agricultural classes for short loans upon their real estate, so 
much needed during planting and harvesting seasons each year. 
In our section they would have willingly accepted even a condi- 
tional repeal of the tax upon State banks as a substitute for free 
coinage of silver." 
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Mr. Smith's remedy for the farmer's grievance is banking re- 
form. That extensive reforms in our national banking system 
are imperatively needed few economists deny. Whether any 
change that might be made would provide credit facilities in the 
localities where it is most needed is one question ; whether any 
changes that will be made will provide such facilities is another 
question. At any rate, the American people are in an attitude 
where they will welcome help from other quarters than legisla- 
tion. Projects of self-help appeal to one of the deepest traits 
of the American character, and from this point of view a dis- 
cussion of the agricultural credit system of Germany ought to 
prove valuable. 

On what occasions and for what purposes does the farmer 
need to borrow money ? On the answer to this question depends 
the kind of credit best adapted to his needs. If he wishes to pay 
for his farm, which he has inherited with incumbrances or bought 
with a small cash payment, he needs to borrow money at a com- 
paratively low rate of interest and for a long term of years. A 
loan that can be called in at short notice may, in a time of crisis 
or depression, seriously embarrass or even ruin him. It is also 
desirable that his payments should not only cover the interest on 
the loan, but also contribute toward the liquidation of the prin- 
cipal itself. An addition to the rate of interest of one-half of 
one per cent, annually will pay off the entire debt in about fifty- 
six years ; an addition of one per cent, in about forty-one years. 
A mortgage on the property at a valuation of, say, fifty to sixty 
per cent, should afford the lender ample security. But all experi- 
ence has shown that the three essential requirements of cheap- 
ness, long terms, and amortization payments are not adequately 
secured by a system of free competition among individual capi- 
talists. The stumbling-block is the security offered. Only the 
large landowner can obtain money readily on real estate security. 
For it takes time to investigate titles and go through with other 
little formalities. Expert knowledge and familiarity with local 
conditions are also needed to set correct valuations upon the real 
estate. And if the debtor fails to pay, the process of obtaining 
redress, or possession of the land, is usually troublesome and 
expensive. The consequence of all these obstacles is to raise the 
terms npon which money can be borrowed on mortgage. Some 
organization of credit is therefore required, and in Germany three 
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forms of organization have been developed : (1.) by the State or 
one of its sub-divisions; (2.) by the lenders; (3.) by the borrowers 
Let us consider each of these, briefly, in turn. 

Advances to citizens out of State funds, or by means of gov- 
ernment banks, may be dismissed with aword as being antago- 
nistic to the spirit of our government. There exists no good rea- 
son why, if advances are made to one industry, they should not 
be made to all, and nobody proposes that the government should 
adopt such paternalism. The experience of England in borrow- 
ing money and then loaning it to the Irish peasants to he repaid 
by an annuity of 5 per cent, has resulted disastrously. Owing to the 
fall in prices, the Irish have been unable to keep up their annui- 
ties, and the government faces the prospect of having to make its 
debtors a present of the money advanced to assist them in becom- 
ing proprietors, or else foreclose its mortgages and become the 
universal landlord. In Germany the public institutions of agri- 
cultural credit — the Landeskreditkassen — have been developed 
chiefly outside of Prussia, in which private institutions have met 
the needs of the farmers. The earliest Kasse was the ducal 
Leihliaus of Brunswick, founded in 1765. There are now about 
a dozen of these institutions in the smaller states of central and 
northwestern Germany. Their loans at the end of 1889 
amounted to 433,879,540 marks (about $109,000,000).* 

Very recently another public credit institution has been devel- 
oped in Saxony, Bavaria, Hessen, etc., the Landeskultur- 
renteribank, which is designed exclusively to promote agricul- 
tural improvements, such as drainage and irrigation. In Prussia 
it has had even less success than the Landeskreditkasse. Its 
loans in 1890 amounted to 15,345,939 marks in Saxony,f and 
perhaps to 20,000,000 marks ($5,000,000) in all Germany. 

Of the private credit organizations there are two distinct 
classes, associations of lenders and those of borrowers. They 
agree only in this important feature, that they interpose the 
credit of an association between borrower and lender. The com- 
pany creates negotiable obligations which find a ready sale among 
investors, and the proceeds are advanced to farmers on mortgage. 
Those who buy bonds look for the payment of their interest only 
to the association, which takes upon itself all questions of title 

* Conrad's Handw&rterbuch der Staatswissenschaften, Vol. IV., p. 922. 
* Op. cit., IV., 826. 
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and security. The borrowers deal only with the association. The 
most famous company of lenders is the Credit Fonder of Prance, 
founded in 1852, eighty years after the system had been intro- 
duced in Prussia by the formation of a union of borrowers. As- 
sociations of lenders are comparatively new in Germany, dating 
mostly from the period 1862-73. They are known as Hypothe- 
kenaktien lanken, or mortgage corporations, and in 1890 had out 
mortgage loans amounting to more than $750,000,000,* two- 
thirds of which is on city real estate. But their operations dif- 
fer little from those of American mortgage and trust companies ; 
indeed, there was incorporated in New York only a few months 
ago a very large financial company whose methods follow very 
closely those of the Credit Foncier. 

Of more importance to the farmers than these companies of 
capitalists are co-operative associations of their own, like the suc- 
cessful German Lemdschaften, or provincial societies. They con- 
sist of the landowners of a single county or province associated 
for the purpose of borrowing money on their collective credit. 
When a member declares his wish to borrow a sum of money, the 
association issues its bonds (Pfandbriefe) for a certain percent- 
age (usually one-half) of the valuation of the borrower's property, 
sells the bonds to investors and advances the money to the 
petitioner, taking as its security a mortgage on the property. 
The idea of thus substituting the joint guarantee of all the pro- 
prietors for that of individuals, and establishing a book in which 
this land stock should be registered and be transferable, and the 
dividends paid exactly in the same way as the public funds, orig- 
inated with Btlring, a Berlin merchant, and was put into effect 
by Frederick the Great by the foundation of the Silesian Land- 
schaft in 1770 (Macleod). Since then a Landschaft has been 
established in nearly every other province of Prussia and in sev- 
eral other German states as well. Indeed, the system has spread 
to other countries like Austria, Denmark, Eussia (Poland), etc., 
and, as we have already seen, the fundamental idea was embodied 
in the Credit Foncier by Napoleon III. and Wolowski, both of 
whom had studied the German Lemdschaften. 

The advantages of this system of agricultural credit must be 
obvious on the slightest reflection. It unites the security of a 
mortgage with the advantages of negotiable paper. It is the only 

"Op. cit., IV„ 509. 
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system that identifies in one person both creditor and debtor. As 
a borrower the individual member secures the advantages of low 
rates of interest, long terms, and sinking fund contribution men- 
tioned in a preceding paragraph. But as a member of a com- 
pany of lenders, the same individual will exercise the strictest 
caution in evaluating the property which a fellow-member offers 
as a security for a loan. The smaller the association the better 
acquaintance will each member have with the value of other mem- 
bers' property. On the other hand, a small association will be 
less able to withstand unforeseen financial trouble, and its bonds 
will be held in less esteem on the great exchanges. But by a 
union of several small associations the advantages of perfect se- 
curity on the one side, and of financial strength and independ- 
ence on the other, will be secured. Such a union was effected in 
1873 by eight of the Prussian Landschaften, thus perfecting a 
system that had existed in parts for over *a hundred years, 
achieved constant success, and continually widened its sphere of 
influence, "Their obligations have maintained through all 
crises — monetary, war, and revolutionary — a steadiness of value 
far beyond any other public securities whatever, either govern- 
mental or commercial." In 1848, when all public securities fell, 
tbe Pfandbriefe kept their value better than anything else. The 
Prussian funds fell to 69, the shares of the Bank of Prussia to 
63, and the railway shares to 30 to 90 per cent., whereas the land 
credit bonds, producing 3£ per cent, interest, in Silesia and 
Pomerania stood at 93, in West Prussia at 83, and in East 
Prussia at 96 (Macleod). It is needless to say that the Land- 
schaften, are subject to government supervision — although this is 
probably no stricter than that over our national banks. 
There seems no good reason why the system should not yield 
equally good results in the United States, where the union of 
borrower and lender in one person has been successfully accom- 
plished already by means of building and loan associations.* 

The institutions that we have thus far been discussing are de- 
signed to furnish long-time loans on real estate security. While 
very excellent in their way, they do not pretend to meet every 
legitimate need of the farmer. Many farmers have no property 
to mortgage, being only tenants ; yet they need capital to buy 

* Ten years ago the loans of the seventeen Prussian Landschaften amounted 
to over JMOT.OOO.OOO, practically all being agricultural credit. 
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seed, tools, fertilizers, and pay wages for help during the period 
between seed time and harvest. Many other farmers own prop- 
erty already covered with incumbrances. This is particularly 
the case in the "West and South. And in those regions banking 
facilities are so utterly inadequate that borrowing on personal 
security is either impossible or possible only at exorbitant rates. 
The greatest sufferers are probably the cotton growers of the 
Southern States, whose only form of short-time credit is what is 
known as "crop liens." Since the war the local merchant, who 
has superseded the large cotton factor of the ports as buyer and 
shipper of cotton, is the only capitalist from whom the small 
farmers can obtain the advances necessary to carry on agricultural 
operations and the means of subsistence during the raising of 
the crop. This* system of credit is thus described by Mr. M. B. 
Hammond, in an article on the " Southern Farmer and Cotton " 
in the Political Science Quarterly for September. 

The credit which he [the merchant] furnishes is seldom given in the form 
of money loans, and there are nominally no interest charges made for his 
advances. These usually consist of provisions, especially corn and bacon, 
tools, farm animals, fertilizers, cotton ties and bagging, household utensils 
—in fact, everything the farmer has to buy. They are almost invariably 
bought 'on time,' to be paid for when the crop is harvested and sold. As 
security for his advances the merchant secures from the farmer at the be- 
ginning of the crop season a ' crop lien,' or chattel mortgage, which is duly 
attested and recorded at the office of the county recorder, or judge of pro- 
bate. This binds the farmer to deliver to the merchant, as soon as harvested ) 
the crops of cotton, corn, etc., or enough of them to pay the merchant at the 
ruling market price of this produce for all the advances which the farmer 
has obtained during the raising of the crop. 

" In spite of the control over the debtor which the crop-lien system 
gives the merchant, the risk which he runs, with the losses which he actu- 
ally suffers as a result of conducting business on such a basis, necessitates 
extremely high prices for all merchandise sold in this way. Most advanc- 
ing merchants have two schedules of prices — one for purchasers who buy 
for cash, the other for ' time ' purchasers. Prices on a credit schedule are 
usually from 30 to 50 per cent, higher than those on a cash schedule. Thus, 
flour selling at four dollars per barrel to cash buyers sells for Ave dollars 
on a credit basis ; bacon selling at ten cents a pound cash, for twelve and 
a half cents 'on time'; calico selling at five cents a yard cash, for seven 
cents, etc. As the average length of time which these debts run before 
payment is not more than six months, the difference between cash and 
credit prices is equivalent to an annual interest charge of from 40 to 100 per 
cent. 

"The extent to which this credit system prevails varies, of course, with 
localities. ... To say that three-fourths of the cotton-growers are in 
this sort of dependence on the advancing merchants or factors would not be 
an extravagant estimate." 
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With this authoritative statement before us, it is scarcely pos- 
sible to exaggerate the importance of making far-reaching re- 
forms in our credit system. That the demand for free coinage, 
paper currency — anything that will give " more money " — will 
continue, cannot be doubted. But the wisest Southern states- 
men realize that it is not more money so much as better credit 
facilities that are needed in the South. Certainly no Southern 
statesman since the war has made upon the Northern people a 
deeper impression of profound insight and clear reasoning than the 
late Henry W. Grady, and it was sixteen years ago that Mr. 
Grady, speaking of the tendency of the plantations of the mer- 
chant lenders to swallow up the little farms of debtors, maintained 
that "the remedy for this deplorable situation is, first of all, the 
establishment of a proper system of credit."* 

Now it was to meet almost precisely similar conditions that 
the Germans, a half century ago, developed the co-operative 
credit societies, which have spread all over the continent of Eu- 
rope. Is it not time that Americans should at least investigate 
their merits ? 

These loan associations are of two kinds, the Kreditgenossen- 
schaften, founded by Schulze-Delitzsch, and the Darlehnskassen- 
vereine, by Raffeisen. The fundamental idea of both is that of 
the Landschaften, namely, that a " body of men, many of whom 
expect to become borrowers, should furnish the capital and reg- 
ulate the conditions of its lending and repayment." Small farm- 
ers find it difficult to obtain money advances, because they seek 
small amounts and cannot furnish the usual security. But while 
a single farmer finds it impossible to secure a loan of $100, ten 
farmers can without trouble secure $1,000, provided each pledges 
his property for all, and all stand together for each. Co-opera- 
tive banking has been called the democratizing of credit ; it aims 
to make every man capable of securing credit who is worthy of 
credit. In 1850, when the first of these societies was organized 
at Delitzsch, it had to charge its members 14£ per cent, on loans, 
which was a low rate in comparison with that which they had 
been paying. To-day the average rate of interest in the societies 
is 5|per cent.f 

Although the main object of both the Schulze and the Raf- 

* Harper's Magazine, LXIII., 719. 

t Handwdrterbuch der Staattwissenscha/ten, vol. IV., p. 881. 
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f eisen associations is the same — namely, by collecting a small capi- 
tal to secure credit with investors and then make loans .to mem- 
bers after a direct personal examination of the circumstances of 
the borrower — there are certain differences in management, 
method of making loans, etc., that call for attention. 

The co-operative loan associations founded by Schulze, of 
Delitzsch, in 1850, are composed of workers in all professions and 
occupations, industry as well as agriculture. And this feature is 
regarded by the ad vocates of the system as one essential to its 
strength. At one time money will be abundant in one industry 
and " tight " in another, and a general association equalizes the 
supply. If the association were composed of farmers alone, it is 
said that they would all need credit at the same season, and many 
would have to be disappointed. In the second place, the loans of 
the Schulze societies are for a short period only, being as a rule for 
three months. Thirdly, the Schnlze system lays stress on regular 
contributions and the acquirement of shares, much as do the 
building and loan associations of this country. Both are also 
alike in distributing profits among the members, or shareholders. 
Fourthly, the Schulze societies are more or less centralized and are 
managed by salaried officials. 

This brief description of the principal features of the 
Schulze Kreditgenossenschaften will suffice to indicate how 
closely they approximate to the organization of regular 
banking establishments. Their business is virtually the 
same — making loans on personal security, discounting 
bills, and keeping accounts current. In fact, it might be said 
that the only distinction between the co-operative loan asso- 
ciation and the bank lies in the proportion of borrowers among 
shareholders. If the loan association cares to utilize its oppor- 
tunities, it can lend money to large capitalists (non-members) on 
better terms than it can secure from its own members. In that 
way it will increase the dividends of its members, and so the 
temptation is strong to enter into competition with the banks. 
But the " hunt for dividends " destroys the co-operative character 
of credit societies, for it raises the rate of interest to a height 
which prevents the members themselves from borrowing.* 

* In the American building: and loan associations about one-fourth of the mem- 
bers are borrowers. But the bidding for loans carries the rate so high that the 
real gainers are the investors who do not borrow. In this light the associations 
take on the character of sayings rather than credit institutions. 
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In favor of the policy of dividing profits is urged its encour- 
agement of saving among the members. The friends of the 
Schulze system, moreover, maintain that such societies as have 
joined the "chase for profits " are exceptions and " that the most 
important societies, whose business amounts to hundreds of mil- 
lions, take particular pride in not denying their humble origin 
and in offering the same facilities to the smallest patron that 
they grant to a customer whose business is worth thousands of dol- 
lars." * The power of cooperative associations to transform 
themselves into purely banking corporations has been greatly 
curtailed by the enactment of a law in 1889 forbidding them to 
make loans to non-members. 

While the Schulze societies have on the whole attained emi- 
ent success, there has been considerable complaint in Germany 
that they did not fully meet the needs of agriculturists, and the 
last quarter-century has seen the rapid development of the Raf- 
feisen co-operative credit societies (Darlehnskassenvereine) 
among the farmers. The first society founded by Raffeisen in 
1849 was not strictly a credit institution and did not become so 
until 1864. The second society was founded in 1872, and it is 
since that date that the idea has taken root in Germany. It has 
been held in favor by the governments, which have granted num- 
erous subsidies to new societies. In 1890 there were over 1,000 
associations. 

While the objects of the Schulze societies are largely com- 
mercial, the Raffeisen associations emphasize their ethical pur- 
pose as well. Not only do they furnish credit to their members, 
but they encourage the organization of auxiliary co-operative 
societies for the purchase of fertilizers, tools, cattle, and means 
of subsistence, for the common use of expensive machinery, and 
for the sale of farm products. They do not make loans to every 
one who can furnish security unless they find him morally and 
intellectually worthy of help. Members must borrow only for a 
specific purpose, and as they are under the eyes of their col- 
leagues, if the money is misapplied it can be promptly called in. 
So close an acquaintance with borrowers and so strict a control 
over the use made of loans, it is asserted, cannot be accomplished 
with the large, varied, and fluctuating membership of the Schulze 
associations. Hence, the first principle laid down by Raffeisen 

'Hdwih. der Siaatswissenachaften, IV., 882. 
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was that the membership must he limited to men following a 
single pursuit and restricted to as narrow an area as possible. 
One society to a district containing an average population of 
1,500 should be the ideal. The members must as far as possible 
be persons living under similar conditions, animated by a com- 
mon spirit in both industrial and social relations, and capable of 
a fellow-feeling with each other's necessities. 

The management under these conditions is comparatively 
simple, being in the hands of a directorate controlled by a coun- 
cil. General rules regarding, for example, the maximum credit 
to be granted, are promulgated by a general assembly of all mem- 
bers, which also elects the officers. The officials all serve with- 
out salary, with the exception of an accountant, who examines 
the books every four years. It is believed that such an adminis- 
tration will be without motives to enlarge the business of the 
society at the expense of members who wish to borrow at a low 
rate. 

A further provision against the danger of transformation into 
regular banks is the prohibition of dividends ; surplus money is 
added to the reserve fund, which secures the independence of 
the association from the " money market," and furnishes means 
to further distributive co-operation in agriculture, and otherwise 
promote the common welfare of the members. The absence of 
dividends removes the temptation to secure large returns by 
catering to outsiders and neglecting members, or by creating 
within the association an artificial distinction between borrowers 
and investors (non-borrowers) — a distinction that may obliterate 
the ethical significance of the movement. The Raffeisen sup- 
porters regard the enactment of the law of 1889 forbidding co- 
operative societies to lend to non-members as a victory for one of 
their fundamental principles. 

Dr. Raffeisen at first repudiated the share system, on the 
ground that farmers could not easily make regular contributions. 
Experience proved the difficulty of carrying on the association 
on any other basis, and the law of co-operation of 1889 prescribed 
some form of the share system. Every member of the Raffeisen 
societies must now take one share (about $6), payable by install- 
ments ; but no member may possess more than one share. Thus 
the shares constitute but a small proportion of the total capi- 
tal, and remove the temptation to do a banking business. 
VOL. clxvi. — NO. 495. 11 
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The last point in which the Raffeisen societies differ from the 
Sghulze societies is the termination of loans. Instead of giving 
the short three months term with possible renewals, Dr. Raffeisen, 
feeling that the farmers needed a longer term, provided 
that loans might be made for a period of from one to ten years 
(the usual term is one to two years). But in order to provide 
for sudden emergencies, it is stipulated that the association may 
withdraw loans on four weeks' notice. This is, perhaps, the 
weakest point in the Raffeisen system and has been subjected to 
a good deal of criticism. 

The principal differences of the two systems have now been de- 
scribed. In other respects they pursue nearly identical methods. 
In both, admission is practically free to every man without re- 
gard to financial standing. In both the principle of unlimited 
liability generally prevails, although since 1889 it is no longer 
universal.* The associations of von Broich, with limited liabil- 
ity, have heen anything but successful, not being able to procure 
the necessary capital. Dr. Crtiger, a leading authority, regards 
it as probable that in the future loan associations not possessing 
any very large capital will be organized on the basis of unlimited 
liability, unless local circumstances determine them to adopt the 
contrary principle, f 

Both associations have a central organization. Many of the 
Schulze societies belong to the General Association of German 
Co-operative Societies (Allgemeine Verband Deutscher Erwerbs- 
und WirthschaftsgenossenscliaftenX) which in 1890 consisted 
of 1,072 credit societies, 262 distribution societies (Konsum- 
vereine), and 56 other co-operative societies. Yearly reports 
are published by the secretary, and yearly meetings are attended 
by representatives from all parts of the conntry. 

The Raffeisen societies are bound together by three distinct 
central organizations.! First, there is the Central Agricultural 
Bank, designed to equalize the surpluses and deficiencies of the 
money supply in the local societies, which are the shareholders of 
the bank. Secondly, there is a General Agency of the Agricul- 
tural Co-operative Societies of Germany,! intended to represent 

* May 31, 1891, out of the 3,910 credit and loan associations reported, only 116 were 
based on the principle of limited liability. See Bdwbh. iter Staatswissenscha/ten, 
IV., 881. 

t Op. cit., IV-, 881. 

J Op. cit., III., 316. 

§ Of. op. cit., II., 907. 

II Generalanwaltschaftsverband Mndlicher Genossenscha/ten fiir Deutschland. 
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the societies iu parliament and before the courts ; to support the 
local societies and extend the system by founding new ones, and 
to supervise the solvency of the societies. Dr. Raffeisen was the 
General Secretary until his death in 1888, when his son succeeded 
him. Thirdly, the firm of Raffeisen & Co. was established 
as a means of supplementing the funds of societies and 
rendering them independent of the government subsidies. The 
firm manages the general printing office as well as a savings bank 
and life insurance company, and publishes the Co-operative News 
(Genosspnschaftsblatt). These organizations represent the socie- 
ties of Western Germany and have their seat at Neuwied on the 
Rhine. The local societies in Bavaria, Wtirtemberg, Baden, 
Hanover, Silesia, etc., have independent general associations. 

The growth of credit and loan associations in Germany has 
been very rapid in recent years. In 1892 the number known to 
exist was 4,791. The following statistics of the Schulze societies 
that reported to the central bureau in 1890 will show the extent of 
their operations : Number of societies reporting, 1,072 ; num- 
ber of members, 518,003; funds derived from contributions of 
members, $29,270,000 ; reserve fund, $7,119,000 ; funds from 
other sources, $123,45G,500 ; advances, including renewals, $410,- 
363,500 ; expended for educational purposes, $10,147. What 
proportion of the activity benefits the farmers it is impossible to 
determine. In 1888, however, out of a reported membership of 
411,076, only 123,833, or 30 per cent., were connected with agri- 
culture. The associations greatly assist the farmer, but their 
principal service is rendered to artisans and town-dwellers. 

The statistics of the Raffeisen societies are very imperfect. 
We know only that in 1891 the Nenwied Association embraced 
735 local societies with a membership of 70,000, and did business 
to the extent of seven and a half million dollars. 

Both forms of credit co-operation have been adopted in other 
continental countries, and the testimony of farmers and econo- 
mists alike is very much in their favor ; and the best proof of 
their efficiency is the opposition of the Socialists, who are anxious 
to force the small farmers, manufacturers, and dealers to take 
the short-cut to wealth. Is there not a lesson here for those 
Americans who, having no faith in economic panaceas, are seek- 
ing specific remedies for specific ills ? 

A. F. Weber. 



